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New SAS Recognizes the Effect of
Information Technology on the Audit
By Julie Anne Dilley
In April 2001, the Auditing Standards Board (ASB) voted to issue Statement on Auditing
Standards (SAS) No. 94, The Effect of Information Technology on the Auditor’s
Consideration of Internal Control in a Financial Statement Audit. The SAS amends SAS
No. 55, Consideration ofInternal Control in a Financial Statement Audit.
The SAS provides guidance to auditors about the effect of information technology (IT)
on internal control, and on the auditor’s understanding of internal control and assessment
of control risk. Entities of all sizes increasingly are using IT in ways that affect their
internal control and the auditor’s consideration of internal control in a financial statement
audit. Consequently, in some circumstances, auditors may need to perform tests of
controls to perform an effective audit.
The proposed SAS—
•

Incorporates and expands on the concept in AU Section 326, Evidential Matter,
that in circumstances where a significant amount of information supporting one or
more financial statement assertions is electronically initiated, recorded, processed,
and reported, the auditor may determine that it is not practical or possible to
restrict detection risk to an acceptable level by performing only substantive tests
for one or more financial statement assertions. In such circumstances, the auditor
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should obtain evidential matter about the effectiveness of both the design and
operation of controls to reduce the assessed level of control risk.
•

Describes how IT may affect internal control, evidential matter, and the auditor’s
understanding of internal control and assessment of control risk.

•

Describes the benefits and risks of IT to internal control, and how IT affects the
components of internal control, particularly the control activities and information
and communication components.

•

Provides guidance to help auditors determine whether a professional possessing
IT skills is needed on the audit team to consider the effect of IT on the audit,
understand IT controls, or design and perform tests of IT controls or substantive
tests.

•

Clarifies that in obtaining an understanding of the entity’s financial reporting
process, the auditor should gain an understanding of the automated and manual
procedures an entity uses to prepare financial statements and related disclosures,
and how misstatements may occur. This understanding should include—
-

-

•

The procedures for entering transaction totals into the general ledger.
The procedures for initiating, recording, and processing journal entries in
the general ledger, including standard journal entries required on a
recurring basis and nonstandard journal entries to record nonrecurring or
unusual transactions or adjustments.
The procedures for recording recurring and nonrecurring adjustments to
the financial statements that are not reflected in formal journal entries,
such as consolidating adjustments, report combinations, and
reclassifications.

Updates the terminology and references to IT systems and controls.

The proposed SAS does not—
•

Eliminate the alternative of assessing control risk at the maximum level and
performing a substantive audit. (However, the auditor needs to be satisfied that
performing only substantive tests would be effective in restricting detection risk
to an acceptable level. When evidence of an entity’s initiation, recording, or
processing of financial data exists only in electronic form, the ability of the
auditor to obtain the desired assurance only from substantive tests would
significantly diminish.)

•

Change the requirement to perform substantive tests for significant account
balances and transaction classes.

SAS No. 94 is effective for audits of financial statements for periods beginning on or
after June 1, 2001. Earlier application is permissible. To obtain a copy of the SAS, see the
2

ordering instructions on page 12 and request product number 060696. The SAS will be
available at the end of May.

A GAAS Hierarchy
By Jane M. Mancino
In May 2001, the Auditing Standards Board will issue an exposure draft of a proposed
statement on auditing standards (SAS), titled Generally Accepted Auditing Standards,
that identifies which auditing publications auditors should look to when performing an
audit, and clarifies the authority of such publications.

During the twentieth century, the body of auditing literature grew and evolved
considerably as boards and committees of the American Institute of Certified Public
Accountants (AICPA) issued 93 SASs (some of which have been superseded) and
numerous auditing interpretations. The AICPA also published auditing statements of
position, audit and accounting guides, and other publications containing guidance of
varying authority on how to conduct an audit of financial statements in accordance with
generally accepted auditing standards (GAAS). Although the AICPA has, on occasion,
realigned and clarified the authority of these publications, some uncertainty remains in
the minds of auditors and others about which publications auditors must adhere to when
conducting an audit. Furthermore, because of the large volume of auditing publications,
some auditors may not be aware of publications that may be applicable to their audit
engagements.
The ASB believes that the proposed SAS will significantly reduce uncertainty about
which publications auditors must comply with or consider when performing a GAAS
audit. The ASB also expects that the proposed SAS will alert auditors to other auditing
publications that provide useful auditing guidance and thereby increase the likelihood
that auditors will use them. All of this should result in improved audit quality.
The proposed SAS—

•
•
•
•

Identifies the body of auditing literature
Clarifies the authority of auditing publications issued by the AICPA and others
Specifies which auditing publications auditors must comply with or consider
when conducting an audit in accordance with GAAS
Identifies specific AICPA auditing publications and provides information on how
to obtain them.

The proposed SAS would supersede SAS No. 1, Codification of Auditing Standards and
Procedures, AU section 150, “Generally Accepted Auditing Standards.” Certain other
descriptions of the authority of AICPA auditing publications also will be revised to
conform to the descriptions included in the proposed SAS. These include the head note in
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AU section 100, Statements on Auditing Standards-Introduction, the authority statement
included at the end of each newly-published SAS, the notice to readers in AICPA audit
and accounting guides and AICPA audit guides, and certain other notices and authority
statements included in other AICPA auditing publications.

Highlights of Technical Activities
The Auditing Standards Board (ASB) performs its work through task forces composed of
members of the ASB and others with technical expertise in the subject matter of the
projects. The findings of these task forces periodically are presented to the members of
the ASB for their review and discussion. Listed below are the current task forces of the
ASB and brief summaries of their objectives and activities.
Task Forces of the ASB

Audit Documentation Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair:
W. Scott McDonald). This task force has developed revised guidance regarding the
objective, nature, and extent of audit documentation required for compliance with
generally accepted auditing standards in a financial statement audit. At the April 2001
ASB meeting, the task force presented a proposed exposure draft, titled Audit
Documentation, that would supersede SAS No. No. 41, Working Papers, amend four
other SASs, and also amend the attestation standards. At that meeting, the ASB approved
issuance of the document as an exposure draft. However, since that meeting, certain
issues have been raised that were considered important enough to warrant further
discussion. Accordingly, the document will be discussed again at the ASB’s June 5-7,
2001 meeting in Seattle.

Audit Issues Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: James S.
Gerson). The task force meets on a monthly basis to (1) oversee the ASB’s planning
process, (2) evaluate technical issues raised by various constituencies and determine their
appropriate disposition, including referral to an ASB task force or development of an
interpretation or other guidance, (3) address emerging audit and attestation practice
issues, (4) provide advice on ASB task force objectives and composition, and monitor the
progress of task forces, and (5) assist the ASB Chair and the Audit and Attest Standards
staff in carrying out their functions, including liaison with other groups.
Auditing Revenues Steering Task Force (Staff Liaison: Julie Anne Dilley; Task Force
Chair: Robert C. Steiner). The task force is overseeing the development of a guide on
auditing revenue in certain industries not covered by existing AICPA audit and
accounting guides. The guide will focus on suggested auditing procedures that address
industry-specific issues that present audit risks in revenue recognition. The task force
currently is addressing comments and finalizing the chapters on computer software and
high-technology manufacturing, and plans to publish these chapters on the AICPA Web
site by mid-June.
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Continuous SysTrust Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair:
O. Ray Whittington). The task force has formulated a conceptual model for continuous
assurance engagements using the SysTrust attestation engagement to operationalize that
model. The group developed a list of assumptions about continuous assurance as well as
illustrative procedures and reports for a continuous SysTrust engagement. The task force
will conclude its work in June and is preparing an article for publication in the Journal of
Accountancy describing its findings. An expert panel will be convened to gather
information about stakeholders’ needs for continuous assurance and about current and
developing technologies that could assist in providing such assurance.
FASB 140 Audit Issues Task Force (Staff Liaison: Julie Anne Dilley; Task Force Chair:
Tracey Barber). The task force is developing auditing guidance that addresses the use of
legal interpretations as evidential matter for transfers of financial assets by depository
institutions for which a receiver, conservator, or liquidating agent, if appointed, would be
appointed under provisions of the Federal Deposit Insurance Act or the Federal Credit
Union Act. One of the criteria for a transfer of financial assets to be accounted for as a
sale under Statement of Financial Accounting Standards No. 140, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, is that the
transferred assets have been isolated from the transferor and its creditors, even in
bankruptcy or other receivership. In April 2001, the FASB staff prepared a set of
questions and answers to clarify the application of certain guidance in FASB Statement
No. 140 with respect to such transfers. The FASB also intends to issue a technical
bulletin that will delay the effective date for applying the guidance in the questions and
answers until December 31, 2001, and provide additional transition guidance. The
technical bulletin will be exposed on the FASB Web site for a 15-day comment period in
April. The task force anticipates issuing a revised interpretation sometime in the third
quarter of 2001 that will be effective with the delayed implementation date of the related
FASB guidance for FDIC-insured entities.

Financial Instruments Task Force (Staff Liaison: Judith M. Sherinsky; Task Force
Chair: Stephen D. Holton). The ASB has issued an audit guide to help practitioners
implement SAS No. 92, Auditing Derivative Instruments, Hedging Activities, and
Investments in Securities. The guide has the same name as the SAS and includes an
overview of derivatives and securities, the general accounting considerations for them,
and case studies that address topics such as the use of interest rate futures contracts to
hedge the forecasted issuance of debt, the use of put options to hedge available-for-sale
securities, separately accounting for a derivative embedded in a bond, the use of foreigncurrency put options to hedge a forecasted sale denominated in a foreign currency, and
control risk considerations when service organizations provide securities services. The
guide is available in print from the AICPA Order Department and in electronic form from
www.cpaweb.org. The product number for the guide is 012520. For ordering information
click here: Ordering Information.doc
Fraud Standard Steering Task Force (Staff Liaison: Jane Mancino; Task Force Chair:
Andrew J. Capelli). In February 1999, the ASB commissioned four proposals for
academic research on the effectiveness of SAS No. 82, Consideration of Fraud in a
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Financial Statement Audit. That research has been completed and the results have been
submitted to the Fraud Task Force. The task force plans to draft an article that will
summarize the results of the studies.

Fraud Task Force (Staff Liaison: Kim M. Gibson; Task Force Chair: David L.
Landsittel). The task force is studying SAS No. 82, Consideration of Fraud in a
Financial Statement Audit, to determine whether it should be revised or whether other
standard-setting initiatives are needed in response to—
•
•
•

•

The recommendations of the Fraud Standard Steering Task Force
The results of academic research on the effectiveness of SAS No. 82
The recommendations of the Public Oversight Board’s Panel on Audit
Effectiveness regarding earnings management and fraud
Information and recommendations provided by other financial reporting
stakeholders.

The task force has completed its initial information gathering efforts, a preliminary
identification of possible changes to SAS No. 82, and an identification of issues that
emerge as a result of such changes.
The task force includes representatives of the International Auditing Practices Committee
who, in addition to participating in the task force, are considering revisions to recently
issued International Statement on Auditing Standards 240, The Auditor’s Responsibility
to Consider Fraud and Error in an Audit of Financial Statements.
GAAS Hierarchy (Staff Liaison: Jane M. Mancino; Task Force Chair: Thomas Ray).
This task force has been evaluating the need for a hierarchy of auditing guidance. At its
April 2001 meeting, the ASB voted to issue an exposure draft of a proposed SAS titled
Generally Accepted Auditing Standards. For information about this project, see the article
on page 3, “A GAAS Hierarchy.”
International Auditing Standards Subcommittee (Staff Liaison: Susan S. Jones;
Subcommittee Chair: John Archambault). The ASB created this subcommittee to support
the development of international standards. Subcommittee activities include providing
technical advice and support to the AICPA representative and technical advisors to the
International Auditing Practices Committee, commenting on exposure drafts of
international assurance standards, participating in and identifying U.S. volunteer
participants for international standards-setting projects, identifying opportunities for
establishing joint standards with other standards setters, identifying international issues
that affect auditing and attestation standards and practices, and assisting the ASB and
other AICPA committees in developing and implementing AICPA international
strategies.
Investment Performance Statistics Task Force (Staff Liaison: Jane M. Mancino; Task
Force Chair: James S. Gerson). The task force is drafting an auditing statement of
position that provides performance and reporting guidance on investment performance
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statistics engagements performed in accordance with the revised performance
presentation standards established by the Association for Investment Management and
Research (AIMR). The guidance will supersede the existing notices to practitioners on
this subject. In early January 2001, the task force provided AIMR with a comment letter
on the proposed new AIMR-Performance Presentation Standards.
Joint Quality Control Standards Task Force (Staff Liaison: Judith M. Sherinsky; Task
Force Chair: Bruce Webb). This task force of the ASB will review existing Statements of
Quality Control Standards and develop projects for future standards. The task force plans
to meet for the first time in May 2001.

Legal Inquiry Letters Reeducation Task Force (Staff Liaison: Gretchen Fischbach; Task
Force Chair: Dorsey Baskin). This joint task force composed of representatives of the
AICPA and the American Bar Association was established to address concerns regarding
language used by attorneys when responding to audit inquiry letters.

Nonfinancial Information Task Force (Staff Liaison: Susan S. Jones, Task Force Chair:
Alan Paulus). This task force is investigating how an auditor could report on nonfinancial
information, or other information that is not a product of the entity’s accounting system,
when such information is included in or with an entity’s financial statements. For the
purpose of deliberation on the reporting mechanism, the task force will assume that
standard setters have established criteria for this information so that practitioners may
attest to it.

The task force issued a comment letter in response to the Federal Accounting Standards
Advisory Board’s (FASB) preliminary views document on eliminating the category
“Required Supplementary Stewardship Information.” Representatives from the task force
participated in public hearings on the same topic.
The task force is currently considering guidance that would clarify the auditor’s ability to
report on information accompanying the financial statements, whether that information is
required by the financial reporting framework or voluntarily disclosed by the reporting
entity. This guidance may take the form of an interpretation or a revision to the auditing
standards.
Reporting on Controls Over Derivatives Transactions at Insurance Entities Task Force
(Staff Liaison: Judith M. Sherinsky; Task Force Chair: Albert J. Reznicek). This task
force has developed an agreed-upon procedures engagement that practitioners may
perform to enable insurers who enter into derivatives transactions to satisfy the
requirement of section 307(b) of the New York Insurance Law that insurers file with the
New York State Insurance Department a statement describing an independent CPA’s
assessment of the insurer’s controls over its derivatives transactions. The task force
expects to complete the project in May 2001. To obtain a draft of that document, write to
jsherinsky@aicpa.org.
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Risk Assessments Task Force (Staff Liaison: Julie Anne Dilley; Task Force Chair: John
A. Fogarty, Jr.). This task force is reviewing the auditor's consideration of the risk
assessment process in GAAS, including the necessary understanding of the client’s
business and the relationships among inherent, control, fraud and other risks. Expected
deliverables from the project are—
•

•
•

•
•

A new framework describing the audit process. (This framework likely will be
presented in a new standard that provides an overview of the fieldwork standards.
It will include a description of the audit risk model and its application.)
New standards on obtaining an understanding of the entity and its environment,
assessing risk, and planning and supervision.
Guidance on the auditor’s consideration of inherent risk, including a description
of the basis for assessing inherent risk. (This guidance probably will be included
in the proposed standard on assessing risk.)
Ancillary modifications to standards that address planning, internal control, and
materiality, or other areas as needed.
Nonauthoritative guidance to assist the auditor in understanding the business and
applying the audit risk model.

The task force is considering the findings and recommendations of the Panel on Audit
Effectiveness and the Joint Working Group. The task force also is working with the
IAPC toward harmonizing U.S. and international GAAS related to risk assessment since
a similar project has been undertaken by the IAPC.
SAS No. 70 Task Force (Staff Liaison: Judith M. Sherinsky, Task Force Chair: George
H. Tucker). The task force has revised the Auditing Procedure Study, Service
Organizations. The revised document will be issued as an audit guide and will include
illustrative control objectives for various types of service organizations, as well as two
new interpretations that address the responsibilities of service organizations and service
auditors with respect to forward-looking information and subsequent events. The guide
also clarifies that the use of a SAS No. 70 report should be restricted to existing
customers and is not meant for potential customers
SAS No. 71 Task Force (Staff Liaison: Kim M. Gibson, Task Force Chair: Richard
Dieter). This new task force will be taking a comprehensive look at SAS No. 71, Interim
Financial Information, to determine whether the SAS should be revised in response to (1)
a recommendation from the POB’s Panel on Audit Effectiveness that forensic procedures
be performed in an interim review, and (2) recommendations outlined in Practice Alert
2000-4, “Quarterly Review Procedures for Public Companies” issued by the SEC
Practice Section’s Professional Issues Task Force. To view that document, click here.
http://www.aicpa.org/pubs/cpaltr/oct2000/supps/palertl.htm

SEC Auditing Practice Task Force (Staff Liaison: Jane M. Mancino; Task Force Chair:
Rick Muir). The task force monitors regulatory developments affecting accountants'
involvement with financial information in filings with the Securities and Exchange
Commission (SEC). It considers the need for, and develops as necessary, guidance in the
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form of SASs, SSAEs, auditing interpretations, or guides. Liaison with the SEC is
maintained through the Audit Issues Task Force.
Technology Issues Task Force (Staff Liaison: Julie Anne Dilley; Task Force Chair:
George H. Tucker). At its April 2001 meeting, the ASB voted to issue a SAS titled The
Effect of Information Technology on the Auditor’s Consideration of Internal Control in a
Financial Statement Audit. For additional information about this project, see page 1,
“New SAS Recognizes the Effect of Information Technology on the Audit.”

Tests of Assertions Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chairs:
Bruce P. Webb and Jan Bo Hansen). This joint task force, composed of members of the
ASB and the IAPC, is developing a standard that will provide improved guidance on how
to use the results of risk assessments to determine the nature, timing, and extent of tests
of financial-statement assertions. In developing its guidance, the task force will use the
work of the ASB’s Risk Assessment Task Force and the IAPC’s Audit Risk
Subcommittee. At its first meeting, the task force identified and prioritized threshold
issues and developed a timeline that will enable the ASB to issue an exposure draft for
this project at approximately the same time as the Fraud Task Force and the Risk
Assessments Task Force, which are also working on risk-related projects. The Tests of
Assertions Task Force will work very closely with these two task forces to ensure
consistency of the guidance produced by the three task forces.

Other Task Forces and Committees
Accounting and Review Services Committee (ARSC) (Staff Liaison: Kim M. Gibson;
Committee Chair: Diane S. Conant). The ARSC met in April 2001 and discussed the
accountant’s reporting responsibilities when he or she is in public practice and performs
management functions for a client, such as serving as the client’s controller. The ARSC is
considering an interpretation on this subject and will continue its deliberations at its
August 2001 meeting.

International Auditing Practices Committee (IAPC) (U.S. Member: Edmund R.
Noonan; U.S. Technical Advisors: Susan S. Jones and John Archambault). In March
2001, the IAPC voted to issue a new International Standard on Auditing (ISA) entitled
The Auditor’s Responsibility to Consider Fraud and Error in an Audit of Financial
Statements, which updates and expands on previous IAPC guidance. In March 2001, the
IAPC also issued an International Auditing Practices Statement (LAPS) on auditing
derivative financial instruments. This project was chaired by a U.S. technical advisor to
the IAPC and staffed by a U.S. technical manager. A revised LAPS exposure draft that
addresses the relationship between banking supervisors and the bank’s external auditors
also has been issued. In March 2001, the IAPC issued an exposure draft that proposes a
revision to ISA 700, The Auditor’s Report on Financial Statements, to require the
auditors opinion to clearly state the financial reporting framework used to prepare the
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financial statements. Both of these exposure drafts can be found on IFAC’s Web site:
http://www.ifac.org.

Currently, the IAPC is working on a project to update and enhance the audit risk model,
and a project to update the standard on fraud and error. Other projects of the IAPC
include quality control standards, consolidated financial statements, electronic commerce,
and reporting on fair value information. All of these projects may result in new standards
or other forms of guidance. An analysis comparing the International Standards on
Auditing (ISAs) with the SASs that identifies instances in which the ISAs specify
procedures not specified by U.S. auditing standards is included in Appendix B of the
Codification of Statements on Auditing Standards.
Systems Reliability Task Force (Staff Liaisons: Erin P. Mackler; Task Force Chair:
Thomas Wallace). This joint task force of the AICPA’s Assurance Services Committee
and the Canadian Institute of Chartered Accountants is working on version 3.0 of the
SysTrust™ Principles and Criteria for Systems Reliability. A SysTrust engagement
enables a practitioner to report on the effectiveness of an entity’s controls in meeting the
SysTrust criteria. The document includes the criteria, illustrative controls, and
implementation guidance for performing and reporting on a SysTrust engagement. The
most recent version of the document enables a client to present a list of the controls it
uses to meet the criteria, and requires a practitioner to report on management’s
description of the elements of the system covered by the engagement. George H. Tucker,
representative for the ASB, and Judith M. Sherinsky, AICPA technical manager, assist
the task force with matters related to professional standards.
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Recently Issued and Approved Documents

Statements on Auditing Standards (SASs)
Effective for audits of financial
SAS No. 94, The Effect of
May 2001
statements for periods beginning on
Information Technology on the
or after June 1, 2001. Earlier
Auditor's Consideration of Internal
application is permitted.
Control in a Financial Statement
Audit (060696)
October 2000
This SAS contains three sections,
SAS No. 93, Omnibus Statement on
each with its own effective date.
Auditing Standards— 2000 (060695)

Withdrawal of SAS No. 75
Effective for agreed-upon
procedures engagements for which
the subject matter or assertion is as
of or for a period ending on or after
June 1, 2001.
Amendment to SAS No. 58
Effective for reports issued or
reissued on or after June 30, 2001.
Earlier application is permitted.

SAS No. 92, Auditing Derivative
Instruments, Hedging Activities, and
Investments in Securities (060694)

September 2000

Amendment to SAS No. 84
Effective for audits of financial
statements for periods ending on or
after June 30, 2001. Earlier
application is permitted.
Effective for audits of financial
statements for fiscal years ending
on or after June 30, 2001. Early
application is permitted.
Effective upon issuance.

April 2000
SAS No. 91, Federal GAAP
Hierarchy (060693)
Statements on Standards for Attestation Engagements (SSAEs)

SSAE No. 10, Attestation Standards:
Revision and Recodification
(023029)

February 2001

Continued on page 12
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Effective when the subject matter
or assertion is as of or for a period
ending on or after June 1, 2001.
Early application is permitted.

Recently Issued and Approved Documents

Interpretations of SASs
Interpretations of SAS No. 47, Audit Risk December 2000
and Materiality in Conducting an Audit,
(AU sec. 312)

Interpretations of audit and
attestation standards are
effective upon issuance in the
Journal of Accountancy.

• Interpretation No.l, “The Meaning of
the Term Misstatement”
• Interpretation No. 2, “Evaluating
Differences in Estimates”
• Interpretation No. 3, “Quantitative
Measures of Materiality in Evaluating
Audit Findings”
• Interpretation No. 4, “Considering the
Qualitative Characteristics of
Misstatements”

Ordering Information
To order publications, call: (888) 777-7077 (menu selection #1); write: AICPA Order
Department, CLA3, P.O. Box 2209, Jersey City, NJ 07303-2209; or fax: (800) 362-5066.
AICPA members should have their membership numbers ready when they call. Non-members
may also order AICPA products. Prices do not include shipping and handling.
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Projected ASB Agenda
Codes: DI- Discussion of issues, DD - Discussion of draft document, ED-Vote to ballot a
document for exposure, EP-Exposure Period, CL- Discussion of comment letters, FIVote to ballot a document for final issuance, SU- Status Update

ASB Meeting Dates

June 5-7,2001

July 24-26,2001

Seattle, WA

New York, NY

Audit Documentation

DD

EP

Fraud

DD

DD

GAAS Hierarchy

EP

CL

Tests of Assertions

SU

DI

Risk Assessment

DD

DD

Project
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